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COMPETI T1 VE | MPACT STATEMENT

The United States, pursuant to Section 2(b) of the Antitrust
Procedures and Penalties Act ("APPA"), 15 U. S.C. 8§ 16(b)-(h),
files this Conpetitive Inpact Statenent relating to the proposed
Fi nal Judgnment submitted for entry in this civil antitrust

pr oceedi ng.

NATURE AND PURPOSE OF THE PROCEEDI NG

The United States filed a civil antitrust Conplaint on July
28, 1995, alleging that the acquisition of Legent Corporation
("Legent") by Conputer Associates International, Inc. ("CA")
woul d violate Section 7 of the Cayton Act, 15 U S.C. § 18. CA
and Legent are anong the world' s |eading suppliers of systens
managenent software for mai nframe conputers.

The Conpl aint alleges that the acquisition would elimnate
significant conpetition between CA and Legent in five markets for
systens managenent software used with mai nfrane conputers that

work with the VSE operating system VSE tape managenent software;



VSE di sk managenent software; VSE security software; VSE job
schedul i ng software; and VSE aut omated operations software. 1In
addition, the Conplaint alleges that the transacti on would
substantially | essen conpetition in the market for "cross-

pl atfornm systens managenent software, used in conmputer
installations where a nmai nfrane conputer is |inked together with
ot her types of conputer "platforns" (such as m drange conputers
or networks of workstations or personal conputers). The
Conpl ai nt seeks adjudication that CA s acquisition of Legent
woul d violate Section 7 of the Cayton Act and prelimnary and
per manent injunctive relief.

At the sane tine as the filing of the Conplaint, the United
States filed a Stipulation and a proposed Final Judgnent in
settlenment of the suit. Wth respect to each of the five markets
for VSE systens managenent software products, the proposed Fina
Judgenent requires CAto license Legent's products to a person
who can and will use the license to conpete effectively in the
rel evant markets. Wth respect to the market for cross-platform
systens managenent software, the proposed Final Judgenent
prohibits CA fromtaking any action to restrict conpetitors’
access to an inportant technol ogy, called "PIPES," that has been
licensed to Legent by a third party, Peer Logic, Inc. ("Peer
Logic").

The United States, CA and Legent have stipulated that the
proposed Final Judgnent may be entered after conpliance with the

APPA. Entry of the proposed final judgnent would termnate this



action, except that the Court would retain jurisdiction to
construe, nodify, or enforce the provisions of the proposed Final
Judgnent and to punish violations thereof.

1. DESCRI PTI ON OF EVENTS G VI NG
RISE TO THE ALLEGED VI OLATI ON

A. The Def endants and
the Proposed Transaction

CAis a Delaware corporation with its principal place of
business in Islandia, New York. In its fiscal year 1994, CA
reported revenues in excess of $2.1 billion. CA produces and
mar kets software for a variety of conputers and operating
systens, including systens nmanagenent software for mai nfrane
conputers running IBMs VSE operating system Aside from|BM
which wites the operating systemsoftware that run al nost al
mai nframe conputers, CA is the |argest vendor of software for |BM
and | BM conpati bl e mai nframe conputers.

Legent is a Delaware corporation with its principal place of
busi ness in Herndon, Virginia, and sells several different types
of conmputer software and related services. In its fiscal year
1994, Legent's total revenues were over $500 million. Like CA,
Legent is a |l eading vendor of systens managenent software
products for mainfranme conputers.

On May 25, 1995, CA announced that it had entered into a
definitive agreenent with Legent to purchase all issued and
out standi ng shares of Legent's comon stock through a cash tender
offer. This $1.75 billion transaction forms the basis of the

government's suit.



B. VSE Syst ens Managenent Soft ware

Mai nframe conputers are the | arge and powerful conputers
used by industrial, commercial, educational, and governnent al
enterprises for large scale data processing applications.
Mai nf rame conputers provide uni que storage, throughput, and
security features and functions that nmake them superior data
processi ng devices for large corporate and institutional conputer
users throughout the world.

An operating systemis software that controls the
operational resources of the conmputer (including the central
processor unit, nenory, data storage devices, and other hardware
conponents) and allows "applications" software (prograns that
perform user-directed tasks requested of the conputer, such as
prograns that maintain payroll, inventory, sales, and other
busi ness accounts of a conpany) to run on the conputer. The vast
majority of the world' s mainfranme conputers run with operating
systens devel oped by IBM of which one of the nost widely used is
t he VSE operating system

Systens managenent software is used to hel p manage, control
or enhance the perfornmance of mainfranme conputers. Sone systens
managenent functionality may be incorporated in an operating
system Separate systens nmanagenent software prograns such as
the products offered by CA and Legent, however, provide
additional functionality that is demanded by mai nfranme users.

These separate systens nanagenent prograns work in conjunction



and general ly nust be conpatible with the conputer's operating
system

CA and Legent both produce a wi de range of mainfrane
conput er systens managenent software products for the VSE
operating system They are direct conpetitors of each other with
respect to the follow ng VSE systens managenent software
products: (1) tape managenent software, which controls the
conputer's catal oguing, |oading, formatting, and reading of the
magneti c tapes used for data storage; (2) di sk managenent
software, which perforns functions simlar that of tape
managenent with respect to data storage in hard disk drive
installations; (3) security managenent software, used to prevent
unaut hori zed access to conputer applications and data; (4) job
schedul i ng software, used to direct the conputer to run
particul ar processing operations (called "jobs") at particular
times or sequences; and (5) autonated operations software, used
to automate nessage and error handling and ot her operations at
t he conputer system consol e.

Each of the above descri bed VSE systens nmanagenent software
products performdistinct functions for which no reasonable
substitute products exist. As to each of the VSE products, even
a substantial price increase would not cause their purchasers to
begi n substituting any other products. Each of the VSE products,
therefore, constitutes a relevant product market in which to

assess the conpetitive effects of CA's acquisition of Legent.



C. Cross-Pl atform Syst ens _Managenent Sof t war e

"Cross-platfornt refers to different types of conputer
processor designs or architectures. |In addition to mainfrane
conputers, other "platforns" are m drange conputers,
wor kst ations, and PCs, all of which can, in varying degrees, be
i nked together into integrated nulti-platformnetworks. These
networks are also referred to as "distributed"” conputer systens.
The integration of mainfranme conputers into distributed nulti-
platformsystens is a relatively recent devel opment, but is of
i ncreasing inportance to nodern conputer installations.

CA and Legent have devel oped cross-pl atform systens
managenent software products that allow different platforns that
make up a nmulti-platformnetwork of conputers to be efficiently
managed froma single point in the network. Custoners that
require cross-platformsystens nmanagenent products woul d not turn
to other means of systens managenent in response to a significant
increase in prices of such cross-platform systens managenent
software. Cross-platform systens nanagenent software therefore
constitutes a relevant product market in which to assess the

conpetitive effects of CA's acquisition of Legent.

D. Conpetition Between CA and Legent

CA and Legent conpete agai nst each other for sales of VSE
and cross platformsystens nmanagenent software throughout the
United States. They conpete with respect to both |Iicense

royalties they charge users of systens managenent products, and



the flexibility of the license ternms they offer. Both firnms
mar ket their products under licenses that require royalty
paynents for the right to use the product and paynents for
mai nt enance of and upgrades to the products.

Mor eover, CA and Legent conpete in providing product support
and service to their custoners. Due to the "mssion critical"
nature of the work done with nmai nframe conputers, users highly
val ue the speed and effectiveness of a vendor's installation,
mai nt enance, and technical support of systens managenent
products. CA and Legent al so conpete to inprove, upgrade, and
enhance their systens managenent products, both in terns of

devel opi ng products of greater performance or functionality and

in ternms of products that are easier to install, use, and
mai nt ai n.
E. Anticonpetitive Consequences of the Acquisition

The Conpl aint alleges that CA's acquisition of Legent would
substantially | essen conpetition and create (or facilitate CA's
exerci se of) market power in each of the rel evant systens
managenent software markets. Each of the relevant markets
already is highly concentrated, and the acquisition would
substantially increase concentration. 1In the VSE tape
managenent, VSE di sk managenent, and VSE security markets, CA's
acquisition of Legent would nmake CA the sole supplier. 1In the
VSE j ob schedul i ng and VSE aut omat ed operati ons nmarkets, the

acquisition would all ow CA dom nate wi th post-acquisition market



shares of 71 percent and 88 percent respectively. In the cross-
pl at f orm syst ens nmanagenent market, the acquisition would

el imnate substantial conpetition because CA and Legent currently
are two of only a few conpetitors that have to date devel oped and
commerci alized the technol ogy necessary to integrate nai nfrane
conputers into distributed conputing systens.

The Conpl aint alleges that in each of the rel evant markets,
the reduction or elimnation of conpetition from CA's acquisition
woul d likely lead to higher prices and | ower |evels of product
quality, service and support, and product innovations and
devel opment. The Conplaint further alleges that the conpetitive
harmresulting fromthe proposed acquisition is not likely to be
mtigated by possibilities of new entry. For any of the rel evant
markets, entry would entail expenditures of substantial costs and
time for the devel opnent of a conpetitive product that would be
acceptable to mainfrane custonmers. Such entry woul d not be
timely, likely, or sufficient in scale to counteract or deter a
price increase or a reduction in service or product quality in

any of the relevant markets.

I'11. EXPLANATI ON OF THE PROPOSED FI NAL JUDGVENT

The proposed Fi nal Judgnment woul d preserve conpetition in
each of the relevant systens managenent software markets in which
CA's acquisition of Legent would be anticonpetitive. As to each
of the five VSE markets, the proposed Final Judgnent requires CA

to license Legent's products to a person determ ned by the United



States to have the capabilities and resources needed to use the
licenses as a viable and effective conpetitor.

Under the proposed Final Judgnent, each of the VSE product
licenses will be worldw de and perpetual in scope, granting the
licensee full rights and capabilities to produce, market, and
support the products, as well as to devel op and market new
product versions. The proposed Final Judgnment provides the
I icensee with product devel opnent and support assistance and
expertise -- including the right to recruit Legent devel opnment
and support personnel -- that nmay be needed to conpete
effectively.

The proposed Fi nal Judgnent establishes procedures enabling
current Legent custoners to choose whether to purchase future
support, mai ntenance and upgrades of the rel evant systens
managenent software products from CA or the |icensee, wthout
regard to the customers' current contracts with Legent. Five
days after a license is finalized, Legent custonmers wll be
notified and given up to 45 days to elect to be supplied by CA or
by the |icensee. Custoners who do not make an election will be
assigned to CAor to the licensee on a pro rata basis in the sane
proportion as the custoners who did nake el ections. The proposed
Fi nal Judgnment provides that the new supplier will have al
custoner files, service and support records, and ot her
docunent ati on necessary for the new supplier to effectively serve
t he needs of the custoners who elect to be supplied by the

| i censee.



If CA, with the assistance of an investnent banker, is
unable to identify a viable licensee that is satisfactory to the
Department of Justice, the Court nmay appoint a trustee to attenpt
to carry out the licensing. 1In the event that the |licensing
provi sions of the proposed Final Judgnent do not result in the
sel ection and establishment of a viable and effective conpetitor
in a relevant VSE market, the Judgnent requires CA to dispose of
addi tional assets, including the conplete divestiture of the
products and transfer of Legent custonmer contracts, to acconplish
the goal of establishing a viable and effective conpetitor.

Wth respect to the cross-platformsystens nmanagenent
software market, the proposed Final Judgnment forbids CA for five
years fromtaking any action to restrict any other person's
access to a key cross-platformsystens nmanagenent technol ogy.
This technol ogy, called "PIPES' and devel oped by Peer Logic,
consi sts of comuni cation software technol ogy that, anong ot her
things, allows the different operating systens in a cross-
platformenvironnent to interact with each other.

Peer Logic has licensed PIPES to Legent, for use with or
i ncorporation into Legent products. Wth its acquisition of
Legent, and depending on the interpretation of contractual
rel ati onshi ps between Legent and Peer Logic, CA may succeed to
Legent's rights to use PIPES. By prohibiting CA frompotentially
interfering with Peer Logic's |icensing of PIPES to others, the

proposed Final Judgnent mekes PIPES available to others who woul d
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use the technology in conmpeting in the market for cross-platform
syst ens nmanagenent software.

The relief sought in the markets of concern in the Conpl aint
has been tailored to maintain the | evel of conpetition that
existed in those markets prior to the acquisition. Wth respect
to the VSE systens nmanagenent products, the proposed Final
Judgnent will establish a firmor firns that will offer consuners
proven products and conpetent support. Wth respect to cross-
pl at f orm syst ens nmanagenent products, the proposed Final Judgnment
mai ntains the availability to third parties of technology that is
useful in the devel opnment of cross-platform systens managenent
solutions, thereby facilitating the nore rapid devel opnent of

conpeting products by other firns.

| V. REMEDI ES AVAI LABLE TO POTENTI AL PRI VATE LI TI GANTS

Section 4 of the Cayton Act (15 U.S.C. 8§ 15) provides that
any person who has been injured as a result of conduct prohibited
by the antitrust laws may bring suit in federal court to recover
three tines the damages the person has suffered, as well as costs
and reasonabl e attorneys' fees. Entry of the proposed Final
Judgment will neither inpair nor assist the bringing of any
private antitrust danmage action. Under the provisions of Section
5(a) of the Cayton Act (15 U S.C. 8§ 16(a)), the proposed Fi nal

Judgnent has no prima facie effect in any subsequent private

lawsuit that may be brought agai nst defendants.
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V. PROCEDURES AVAI LABLE FOR MODI FI CATI ON
OF THE PROPOSED FI NAL JUDGVENT

The United States and the defendants have stipul ated that
t he proposed Fi nal Judgnment nay be entered by the Court after
conpliance wth the provisions of the APPA, provided that the
United States has not withdrawn its consent. The APPA conditions
entry upon the Court's determnation that the proposed Final
Judgnent is in the public interest.
The APPA provides a period of at |east sixty (60) days
preceding the effective date of the proposed Final Judgnent
wi thin which any person may submt to the United States witten
comments regarding the proposed Final Judgnent. Any person who
wi shes to comment should do so within sixty (60) days of the date
of publication of this Conpetitive Inpact Statenent in the
Federal Register. The United States will evaluate and respond to
the comments. All comments will be given due consideration by
t he Departnent of Justice, which remains free to wwthdraw its
consent to the proposed Final Judgnent at any tine prior to
entry. The comments and the response of the United States will
be filed with the Court and published in the Federal Register.
Witten comments should be submtted to:
John F. G eaney
Chi ef, Conputers & Finance Section
Antitrust Division
United States Departnent of Justice
Suite 9901
555 4th Street, N W
Washi ngton, D.C. 20001.
The proposed Fi nal Judgnent provides that the Court retains

jurisdiction over this action, and the parties may apply to the

12



Court for any order necessary or appropriate for the
nodi fication, interpretation, or enforcenent of the Final

Judgnent .

VI. ALTERNATI VES TO THE
PROPOSED FI NAL JUDGVENT

The United States considered, as an alternative to the
proposed Fi nal Judgnment, a full trial on the nerits of its
Conpl ai nt agai nst defendants CA and Legent. The United States is
satisfied, however, that the licensing and other relief contained
in the Final Judgnment should nmaintain viable and effective
conpetition in the rel evant VSE and cross-pl atform systens
managenent software markets that woul d otherw se be substantially
affected by the acquisition. Mreover, in the event that
Legent's five VSE products cannot be pronptly licensed to a
vi abl e conpetitor, the Court may order conplete divestiture of
t he products. Thus, the Final Judgnment will achieve the sane
benefit to conpetition that the governnent could have obtai ned
through litigation, but avoids the tinme, expense and uncertainty

of a full trial on the nerits of the governnent's Conpl ai nt.

VI I . DETERM NATI VE DOCUMENTS

One determ native docunment within the neani ng of the APPA --
a July 26, 1995 letter from Sanjay Kumar, CA's President and
Chi ef Operating Oficer -- was considered by the United States in

deciding to consent to the proposed Final Judgnent. M. Kumar's
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letter clearly acknow edges that section IV.C. 6 of the proposed
Fi nal Judgnment enpowers the Court to order full divestiture of
Legent's five VSE products if viable |icensee(s) cannot be found.
A copy of this docunent is attached hereto, and wll be avail able

for public inspection.

Dat ed: August 18, 1995
Respectful ly subm tted,

Kenneth W Gaul

At t or ney

Antitrust D vision

U S. Departnment of Justice
555 4th Street, N W

Washi ngton, D.C. 20001
(202) 307-6200
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